
Ben G. Almond
Executive Director­
Federal Regulatory

September 5, 1996

Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, NW, Room 222
Washington, DC 20554

BELLSOUTH
Suite 900
1133-21st Street, NW.
Washington, D.C. 20036
202463-4112
Fax: 202463-4198

RECEIVED

. ISEP 5~ J996
FEOfRAL, COMM

OfFICE~~~ COMMISSION
UItllnc'~RY

RE: In the Matter ofImplementation ofthe Pay Telephone Reclassification
and Compensation Provision ofthe Telecommunications Act of 1996
CC Docket No. 96-128 Ex Parte

Dear Mr. Caton:

On Thursday, September 5, Diane Giacalone, Michael Kellogg and Ben Almond,
all representing the RBOC Payphone Coalition met with John Nakahata ofChainnan Reed
E. Hundt's office. The purpose ofthe meetings was to discuss the key issues in the
docket proceeding. The attached documents were used for discussion purposes in the
meeting.

Please associate this notification and the accompanying documents with the above
referenced docket proceeding.

Ifthere are questions concerning this matter, please contact the undersigned.

~cerely,

~4~
Ben G. Almond
Executive Director-Federal Regulatory

Atta~hment

cc: John Nakahata
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A\IIust 14, 1996

Thomas Dalley, Esq.
NYNEX
liS PDDJdin Street - Raam 1403
Bolton. MA 02110-1585

'Rc: llAmoval of Pay Phones

Thank you for yout Jeacr of July 19, 1996 in response to the 1eacr dIat SbarDn
Appel and I sent to you em JUly St The Public Service Baud (WBoard") belieYcs that
your J"ly 29 response satisfies its current conccrnsl and, aceardin:ly, has decided that
NYNBX may proceed with its pay phone !lWlllCII'lent program, subject to the
conditions set forth below. We n:cognia that d.rcumstances may cbanac. and we
remain open to any future showing by NYNEX that these conditions should be
modified.

Outdoor Pay Pbnnca

Thc first condition is that NYNEX will refrain from removinl any Jin&la srarion
outdoor pay phone. As indicated in our July 9 letter, and as a&l'IlIld to in your July 29
1UpOnSe. an outdoor pay phoae is any pay phone that is not inside a fully endoSlld
buildiq. In your July 29leltcr you fufther indicate that wNYNEX is wil1ing t.o refrain
from removillS sin~ Station outdoor pay phones unul lhe PCC issues a ru1i11& in
Dacat 96-1%8. II The Board wishes to be clear that it is not authorizinl NYNEX to

I ~ Board CClIDrim ... to U'v*lcel-tam I:GIIAmI about tho public ..., ad puWic ....­
izaplicll10Ds of pay pIaae NlllDVal. As IH*d iD our July 9 lettw, tb8 Baud hopu Iha1 !baa COIII'MftI
'Will '- sadaflllctonly~ by ell. paadiDl FCC ru1-..kiD:~ roprdial pay hUpIIone
.-l.SlifiClDOD aDd compe:as-tion (CC Dackal No. 96-121).
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ramOYe the outdaar pay phones once the FCC isl\lCS irs I'U1inC in Docket 96-121;
indeed. until the ruling is is&1Md, we ClDDot dclllnDiJle its implie.atioDs for these pay
phones. Thus. once the FCC issues its IU1iag ill Dacul96-128, if NYNEX.boli&'Ies
the ruling to permit the removal of any of these outdoor pay phones NYNEX should so
notify the Board, but may not remove the phOllCS without the Board's assent or the
furore sbowinc referred to above.

SzSfic PhAges That Rail! Public Health, WeD' and Conycnienq; Cpncems

Second, the Board is COllCCDeG that there may be indoor pay phones slated for
possible removal that could raise pUblic safety iuues. In our meetin& on June 21, aDd
in your lcttu dated May 21, 1996, NYNBX iftdicaa=r:l that the NYNEX-Vennont Public
Affairs and Regulatory teams identified pay srations that should remain for publk: sa&ty
reasons. The Board assumes that these pay phones are me ODCS with the desianation
"00 Not Disconnect .. Public Affairs" in the "statusdcsclt column of the list of phosa
slated for couversion or removal. (please let us know if !his assumptioD is i.Dcor:rEt.)

In addition to these pay phones, the Board has n=ceivcd written inquiries flam
local officials anel a health care ~Uity nisinl public health, safial)' and conVClJicDcz
concems about the removal of fOUf additional pay phones: one at the BerliD :E1emeotuy
SchaDl. one at 1:he Bennington Police ])cpanment, one at a Burlinaton Housiq
A.uthority building,:I and ODe near the emCl'lency room at the Mt. Ascutlley RospiQ1. In
accordance with these requests, these four pay phODCS should not be removed, pcadin,g
the FCC nllemaking. After the FCC rulemak:inC is completed, ifNYNEX believes the
Nlcs to permit the removal of any of these four pay phones. NYNEX should sa notify
the Beard; NYNEX may not remoove the phones without the Board's pmmssion,

Thus, the SCCOM condition placc::d upon NYNEX's continuation of its pay phone
management program is that NYNEX shall nO[1 without the Board's permission, remove
the pay phoDes designated "Do No Remove - Public Affairs" nor remove the pay
phones at the Berlin Elementary School, the BenningtOn Police Department, the
BurlingtOn Housing Authority building identified on paae 17 of lhe list, and the Mt.
AsculDey Hospital emcrg=ey room.

Phane.i In qr Near Sbelten

Third, while your July 29 letter incliQteS tha.t NYNEX had not yet heard from
the State Office of :&onomic OpportUnity ("50];0") rcprding shelter lacarions, SOEO

i While the BurliultoD Hou.siAI Aulbarity die! Dar ideatify Illy pu&ular pay pbOll. in ill 1.... ad
wu not indU&kd 011. the lile of stldoas idellrifted for CClDvenioa or removl1. theta i. a ....15·
-...oc:iatiDIl shOIIIIl Oil page 17 of rhe list. The 8aIn:I IISSWI.- rhat tbi. pay pboDo is lacale4 ill •
BurllDgIDil HuGsiDg AU.thority builcling: please advise us if this JA-umpcioa is iDcornc:L
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dicl5a1d a lilt of fourt=n pay phones of concern to David Usher on loly 24, 1996.
Consequently. 1he third eon4ldan. p1aaKl upon NYNEX'I coodlluatlcm at Its pay phaae
rraR&emeI1t program is that none of the pay phones on the SOEO July 24 liSt are to be
removal, unless SOBa concurs in wririq in such removal. In the event of a
disapeement between NYNEX and SOEO, NYNEX may brinl the dispure to the Board
for n:.soluricm.

Multi-Sfatign Lmtions

Fourth, with respect to mulri-station l«arions. if a dispute ansa as fa ..,beCbCr
any public pay Station should remain for public safety reason., the loca1ion Ovma'
should be able to go to me Depanmelll of Public Service, and if DlCCSaJ)' the Baarcl.
for ~lutionof that dispute, as indicated in our July 9 letter. Thus, the fourth
condition placed upon NYNEX's continuation of its pay phone mauagcment progmm is
that in the event of a dispute between NYNEX and a multi-station 1oc:atiOD owner
rep.rclinz the pUblic ¢ety ncccuity of retaining a pa.nicu1u' pay phone. NYNEX shall
not remove that pay phone until the dispute hu been resolved by the DcpanmeDt. and if
neceswry by the Board.

ThIDk you apin for your continUid auenaon Uld caoporadcm. The: Baud bapa
that this letter pracntS a Sllisfactmy Msolution to this matter for NYNEX uad the othK
parties who have: been involved.

~: De.putment of PublicS~
Deputment of Public Safety
VG'II\Oftt LealUe of Cities and TO\VI1s
Division of TravalllDd Tourism
&911 Board
Office of Economic Opportunity



RBOC COALITION ON PAYPHONES:
EX PARTE PRESENTATION MATERIALS



'OVERARCHING GOALS OF SECTION 276

• "Promote competition among payphone service
providers"

• "Promote the widespread deployment ofpayphone
services to the benefit of the general public"

Competition == Widespread Deployment

1



SPECIFIC GOALS OF RBOC PAYPHONE COALITION

• Market-based per-call compensation on all completed calls

• Ability to negotiate with location provider over choice of
InterLATA carrier

• Valuation of physical assets at net book in keeping with
prior Commission precedents

• Flexibility to choose structural integration subject to
~~~~....... safeguards

• Deregulation of semi-public payphones and fair
compensation on public interest payphones 2



THE PAYPHONE INDUSTRY TODAY

• More than 15,000 independent PSPs

• Competition for locations and end user traffic

• More than 500 toll service providers

• Competition for payphone toll traffic

• Large carriers (e.g., 1-800-CALL-ATT, 1-800 COLLECT)

• Debit cards

• More than 2 million payphones

• Estimated RBOC annual revenues of$2.3 billion.

• Competition from wireless ($18+ billion annual revenues)

3



DISTRIBUTION OF PAYPHONES IN
COALITION REGION*

Total # of phones:

Total # of semi-pubs:

Total # of non-semi-pubs
making less than $4/day:

Cualitiilll
1,030,348

200,291

330,362

IESfs
386,399

Total # of competitive payphones: 499,065 (56%)

Individual Coalition member range: 4 1% - 72%

386,399 (44%)

4



NUMBER OF NEWLY INSTALLED
PUBLIC PAYPHONES*

I

1994

1995

1996 (to 6/30/96)

Coalitiml
63,569 (46%)

55,177 (44%)

25,822 (40%)

IfSfs
76,052 (54%)

71,360 (56%)

39,308 (600/0)

*Data only available from four regions; semi-public phones not included.

5



PER-CALL COMPENSATION

Key Principle: To regulate price is to regulate supply

• In setting per-call rate, FCC is determining the number of
payphones that will be deployed

• Higher rate will lead to greater deployment; lower rate will
lead to reduced deployment

• Competitive industry will not retain below-cost phones:

• PSPs are not regulated utilities

• Cross-subsidy is forbidden

• Concerns with claims of predatory pricing

6



THREE APPROACHES TO PER-CALL
COMPENSATION

• Cost-based approach:

Determine anticipated costs of payphone unit under
new legal reginle

• "Revenue-neutral" approach:

Replace lost subsidies (access charge elements) and
compensate for increased costs (business lines,
cOlnmissions)

• Market-based approach:

Let market forces work wherever they can; where
market cannot work, look for market-based proxies

7



PROBLEMS WITH COST-BASED APPROACII

• Cost-based approach does not equal "fair compensation"

• Cost-based approach either ignores widely different actual
costs (alTIOng PSPs and in different states) or creates
administrative nightlTIare

• Cost-based approach fails to support payphones with
below-average usage or above-average costs

• Cost-based approach will result in regulatory death spiral

8



PROBLEMS WITH REVENUE-NEUTRAL APPROACH

• Revenue-neutral approach does not equal "fair compensation"

• Revenue-neutral approach assumes that LEC PSPs are being
fairly compensated today, but many states do not allow rates that
achieve full cost recovery

• Revenue-neutral approach based on one segment of the industry
(RBOCs) will not be valid for industry as a wllole

9



MARKET PRICES

• Market prices benefit consumers

• Better services, lower costs, and higher deployment .

• This is the approach the FCC chose in NPRM

• Market is working for IPSPs on 0+ and 1+ calls

• Market sl10uld be allowed to work wherever it can

• Market prices are only way for the COlllnlission to move towards
deregulating the payphone industry

• Alternative is old-fashioned regulation in which FCC tries to
better the Inarket

• Tllis is a market in which the FCC can declare victory and
move on

10



MARKET-BASED DEFAULT RATE

• TOCSIA prevents negotiations on dial around and 1-800­
subscriber calls because PSPs have no leverage; saIne for I + and
0+ calls from RBOC phones under long-term contracts

• Commission should establish a default rate for 1+, 0+, dial
around and 1-800-subscriber calls:

• Default rate restores some leverage; if set high enough will
allow negotiations to reach market price

• Default rate will not lead to higher prices for consumers
("pass through"); based on the rates already negotiated by
independent PSPs

• Default rate will let market work wherever it can (e.g., Tariff
12)

II



WHAT'S THE DEFAULT RATE?

Per-Call Commission Received by
Largest APCC Menlber

Average Per-Call COlllpensation
ASSllllling Average AT&T Tariffs

Average Non-Coin Per-Call
Compensation Received by Three
Largest IPPs

$0.90

$0.81

$0.84

Updated and Revised 0- Transfer
Charge Study

$0.46-$0.54

12



LOCAL CALL RATE

• All Coalition melnbers agree that the Inarket, not
regulators, should establish the local cal) rate

• Three members believe immediate pricing freedom is
appropriate

• Three members believe there should be a period of
transition to full pricing freedom

13



RBOC PARTICIPATION IN SELECTION OF
INTERLATA CARRIER

• RBOC participation is critical to use ofmarket-based prices on 0+ and
1+ calls

• RBOC participation in selection ofinterLATA carrier is flipside to
ability ofall PSPs to participate in selection of intraLATA carrier

• RBOC participation will create "level playing field" fo~ all PSPs

• One-stop shopping

• Aggregate toll for small businesses

• Location providers/consumers will benefit

• Reduction in "carrier slalnming"

• Consumers will have rate predictability

• Competitive inlpact on asps will improve rates

• RBOCs unable to discrinlinate against OSPs

• Payphone market is competitive

• Many asps are large competitors with strong bargaining power
14



INTRALATA CARRIER SELECTION

• All PSPs should be able to participate in selection of
intraLATA can"iers

• Dialing parity not required for Section 276

• Not technically feasible to apply to payphones on a
stand alone basis

• Independent PSPs already have the functional
equivalent of dialing parity with "smart" payphones

15



VALUATION OF PAYPHONE ASSETS

• Asset reclassification, not sale of assets

• Reclassification value consistent with precedent (net book
value)

• Only tangible assets that exist on the books today should
be considered

• Interest charges are not applicable

• Going concern valuation is inappropriate

• Impractical to administer

• Contrary to precedent and GAAP

• Serious adverse effects on on-going business

16



NONSTRUCTURALSAFEGUARDS

• The Coalition supports the application of nonstructural
safeguards

• Precedent of CI-III

• UniforlTI cost allocation standards

• External and internal audits

• Price caps reduced incentive for non-compliance

• Proven effectiveness ofnonstructural safeguards

17


